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The Role of ORR in Econcmis Intelligence 


I. Introduction -— What Ise Our Problem? 


The purpose of this paper da to set forth the nature end magnitude 
of the tasks which the Office of Research and Reports, Central Intelli- 
gence Agency, must perform to discharge its new mission as set forth in 
HSCID 15. This diractive calls upon the Central Intelligerca Agency to 
coordinate forelen economic intelligence relating to the national security 
throughout tho US Gevernment and to produce auch econonte intelligence as 
may be needed to supplement that which other agencies met produce in the 
digcharge of their reguier missione. Thia paper is concerned primarily 
with the producing rather than with the coordinating responaibllities of 
ORR. . 


During the firat half of 1951, ORR wae engaged in taking an inventory 
ef ite ignorance concerning the econany of the Soviet Blec. The main 
purpose of this Inventory was to eetablish a basis for planning a program 
of basic research to which ORR should address iteelf. Such a progran mat 
‘ spring from a clear coneeption of why the US Government needs foreign 
econmic intelligence, what foreign aaonunie intelligence is, wheat role 
ORR should play in the totel economic intelligence offert, and how the 
peculiar character of the Soviet economy and of our information about it 
_ influences the methods thet ve use, his intreduction 19 devoted to some 
cements on these four topics. 


&o Why does the solution of our national ssourity probleme denend jn 
pert. upon sdeonate Foreien economic intelli ronga? 


Foreign aconomie intelligence serves at least five purposes in the 
design of policies to preserve our national. security. Thase five purposes, 
which should be kept continuously in mind in planning our economic research 
program, are as follows: es 


1. To estimate the magnitude ef possible presant or future military 
or other threats to ourselves axl our allies. A potential enemy can under= 
take suceasafully only those military operationa which ite economy is capable 
of sustaining. In the very short run, ita strength may be measured 4n terna 
of the manpower which it can mobiliza and the stocks of finished veapons of 

_war and militery supplies which it hae on hand. ‘Inereasingly in modern 
tines, however, military potential for anything tut the briefest campaigna 
has come to depend upon the total economic resources available te a nation, 
including those necessary to support the civilian econamy ag well as those 
necessary to produce and operate the instruments of wes. 
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serve cur freedons in the event of war. 


_ 8. To estimate the gherecter and Aegation of possible present or 
future militery or other threats. Decisions which the USSR ox any other 
potential enemy make with regard to how they will allocate their resources 
limit what they can choose to do. If thay elect to invest largely in 


30 To assiet us in estimating, within the range of the possible, 
the dntontions of the USSR or any other potential enemy. The economic 
resources of the enemy and thoir present distribution permit him to 
select any of a range of possible or probable courses of action. Within 
thia range certain aconomic events may furnish indications as to which 
alternatives the Soviete intend to pursue and where and wien. 


These indications of intentions may be very inportant in | 
assisting ua to adjust our defense preparations to meet the most probable 
dangers, , 


4. To help policy-makers decide what we can do to Zeduee possible 
or probable military or other threats by impairing an enenyts economic 


econanic basia of his military power should he choose to commit it in 
general war, 


Economic intelligenee can help in suggesting such meeasurea, in 
eatimating their effectiveness, and in forecasting the enemy's probable 
reaction to them, 


5e To assist in estinating the probable development of the zelst. 
strengths of the East and the Mest over the next foy years if global hostii4~ 
ties are avoided, A major purpose of thease comparisons is to guide US policy. 
mekers, The preceding four objectives are concerned with steps which the 
United States can take to defend itself against actions of a hostile power. 
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Equelly inportant is the dealgn of that political poliey which will have 
the beat chance of achleving our objectives without hostilities. Essential. 
to the planning of such a policy is the most eceurate estimate possible of 
the relative aconemic strengths of both sidea. There are equally grave 
dangerg in a serious underestimate and in a cerious overestimate of future 
Soviet scencuie strength. Either will produce policies more likely to bring 
on war than will an accurate estimate, The evaluation of Seviet strength 
implicit in various of the propocals for US policy now being advanced in 
thia country varies widely fran great economic weaknesses to very consider= 
able economic power. A prime goal of authoritative econonie intelligence 
die to provide the information that will narrow the "puess area.” 


Ali the studies that ORR praduees should reflect an ayarencss 
of these objectives of economic intelligence. . 


Bs 


Briefly, economie intelligence is intelligence relating te the basic 
productive resources of an area or political unit, the goale and ebjectives 
which these in control of the resources wieh then to serve, and the ways in 
which and the effectiveness with which thess resources are in fact allocated 
in the service of theses various goals. There are a muouber of copfuelons as _ 
to the nature and limita of economic intelligence which call for clarification. 


i. In the first place, there is sometimes a tendency to regard the 
waole of economic intelligence as encempassed in 2 mere inventory ef avail~ 
able resources of labor, raw materials, and instrumenta of preduction. This 
inventory is a necessary part but only a part of the total economic problem. 
fu inventory of resourcde by itself without an unleratanding of the goale 
which they ere designed to serve or of the nethods anployed to allocate them 
in the services of thoge goals oan tel] us little about capabilities, wolner~ 
abilities, or intentions. The Allied Powers have a total steel capacity 
which is more than four times as great ae that of the Seviet Bloc, bit such 
@ comparison is highly misleading. For the United States to achieve itz 
minimum goals, even in a time of crisis like the present, steel must be 
allocated to many uses which the Seviets regord ag of low or negligible 
priority. 


Furthermore, a modern economy ia characterized by a highly 
complex web of interconnections among ite various parts. The capacities 
of the sconany may be linited lasa by the over-all. availability of rasources 
than by e« failure to keep all the conplex interrelations in belanee. Thus 
tank production, for instance, may be limited not only by the availability 
of etecl from which to marmfacture the tanks but also by the steel available 
to make the ralle and the freight cars necessary to carry steal from steal. 
plants to tank plants, or, more remotely, by the steel required for the 
machinery necessary to mine the cosl to operate the railroads, Thus 
economic intelligence must be as much concerned with the goals which reacurees 
are to serve, and the ways in which they are related to each other, aa with 
the phyeical inventory of the resources thengzelves. 


a os | . 
: ~ 4-00022R000200070006-0 
Approved For Release 2001/09/03 : ClA-ROPS 


ee a 


Approved For Release 2001/09/03 : CIA-RDP84-00022R000200070006-0 


ww : w 


Z, Another problem relates to where esonanic Intelligence leaves 
off and politiesl, military, and selentific intelligenne begin. Since the 
social organian is a whole ani these waye of dividing 1t are sencvhat 
arbitrary analytic inventions, pracise lines betwoon the segments are 
impossible to draw. In very rough terms, sciontifia intelligence fellows 
the progress abroad of new selentifie ideas through the research and 
development phases. When these techniques and methods begin to be employed 
broadly in production, they beeone the province of sconomla intelligenco. 
Military intelligence is concerned with the character and capacities of 
the military establishments of foreign comrtries and with foreign targete 
for our om militery efforts. Where the character of the military ostablish- 
ment depends upon rates of production or where the target of our military. 
effort ia the economy of the potential enemy, the lines between military and 
economic becans blurred. The owtput of fine] military equipment and the 
physical targets on which our militery forces mst concentrate are clearly — 
& prime concern of nilitery intelligence, On the ether hand, economic 
analysis ie required te portray the complex nexus of economic support on 
which military production depende and to pursue the ssonomic chain. 
reactions vhich might regult feon the destruction of particular producing 
facilities. 


The overlapping between political and economic intelligence 4a 
even greater. One of the best ways of studying the gosle which a collecti« 
vised state wishes ite economy to serve is to examine the institutional _ 
machinery that it establishes to. guide economle processes. Thus certain 
of the institutions of government, altheugh in a sense political phenonema, 
may have profound economic significance. On the other hand, economic condim 
tions are of course an important determinant of the attitudes, leyalties, 
and compositien of politically important groups. In these’ borderline areas, 
it is the purpose and object of investigation rather than the disciplines 
employed that determine vhother intelligence ie properly to be termed economic 
er political, ; 


. 30 A final point of importance which the enalyst must keep in mind 
die thet economic intelligence is not always the same thing as etonamie 
information. Even the moat basie economic intelligence should always be 
produced in relation to the needs of seme intelligence consumer, The Central 
Intelligence Agency is charged with producing foreign economic intelligence 
relating to the national security, and the consumers of ite product are 
thoas US Govermment officials charged with guarding the national security. 

A vast anount of information - infeed, almost all information <= about 
foreign economies may be relevant to national security problens, but it is 
not economic intelligence until its relevance to those problens ie made clear. 
It ia the function of intelligence not to pursue knowledge for ita om sake 
but rather to throw light on the probable consequences of present or 

action. . Though the intelligence analyst is not a policy-naker, he must 
coustantly strive to keep in mind the relevance of information to policy 
problems, which alene can transform information into intelligence. 
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Meny US Govermment agencies ere engaged in the production and 
collection of foreign econoenie intelligences. Therefore, we cannot 
determine our program of research on the basis of the foregoing atatenent 
of the purposes and nature of economic intelligence alone. We met also 
consider how our activities can be meade to reiuforce rather than to 
duplicate the great amount of work which others must carry on in the dis- 
chargs of their own miesions, Ovr recent survey of foreign econmle 
‘intelligence throughout the US Gevernnent: suggesta a cumber of conslusions 
as to what the focus of our activities should be, 


: 1. First, our survey revealed that one cf the most urgent needa 

of the Goverment is for some central spot where all the economic 
intolligence collected ani produced throughout the Govermment can be brought 
together and focused on national security issues. In recognition of this 
need the National Security Council has directed that the Central Intelligence 
Agency shell perform thia coordinating function, Although this paper is 
directed at our production program, our plans for intelligence production 
within ORR must take full accomt of these coordinating responsibilities 
which go aleng with cur substantive effort. 


2. A second conclusion of our survey has been that the area most 
in need of substantial additional economic intelligence effort ia the 
Soviet Bloc. This is partly because the Iron Curtain has mede access to ~ 
Soviet economic intelligence more difficult, partly beaeuse the Soviet | 
economic potential is perhaps the most eritical key to cur national security, 
and partly because, for a variety of reasons, tho economic potential of 
other areas erueial for cur uational scourity, such as Western Europe, has 
bean much more oxtensively studied. The mature economies of Western Europe 
have long been an object of study by both academic and governmental 
economists. The European Recovery Program has stimulated intensive analysis 
of the characteristics, needs, and prospects of the Marshall Plen countries. 
Thus the economic research effort in man-hours directed at the USSR and ite 
Satellites haa been vastly leas then that applied te Western Europe, although, 
because of the Iron Curtain, the offert required to produce comparable under 
standing is many times praater. For these reasons, wo have concluded that 
the principal effort of CRR in intelligence predustion mst be focused for 
the immediate future on the economic problema of the Soviot Rieo.* 


3. We began this ressarch effort with an inventory of cur knowledge 
of the USSR itself. Thiz, of ecurse, is only a part of the problem. The 
economies of the European Satellites, whose analysis was our escond task, 


* The Soviet Bice excludes Yugoslevie ani Pinland and includes the Europear 
Satellites (East Germany, Fast Austria, Poland, Czechoslovakia, Rumania, 
Hungary, Bulgaria, end Albania) end the Eastern Satellites (Commmist China 
and Coamumist Korea). . 
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are likewise crucial to the Soviet econcmic potential. Resent events 
have highlighted the importance of China to our estimates of Soviet 
strength and intentions. aA final source of Seviet strength, which must 
be another object of our efforts, is the reacurces that the USSR could 
draw upon either now er as a consequence of future develepments outside 
the present boundaries of the Blee, 


4. A final weakness of the intelligence effort as revealed by 
our inventory ia that the demands which have been placed on the limited 
number of analysts working on the Soviet economy have been so frequent 
and insistent that analysts have had little or no time to do the basic 
rasesrch necessary to supply answers in ea confident and authoritative . 
form. If eur effort is to be useful at ali, it mast be on a sufficient 
acale and of sufficient depth to provide a mush firmer factual founda~ 
tion for the estimating process than economic intelligence has been 
able to produce in the past. “ 


There are a number of special cheracteristics of the Seviet esonanic 
intelligence problem which shape in important ways the methods that can be 
used to atudy it. These are not, however, all characteristice which make 
the problem more difficult than that of other areas. We may consider firat 
some of the things about the Soviet economy which simplify our preblem and 
then look at sqme of the factors which make it difficult. 


i. The fast that the Soviet economy is centrally planned to achieve 
the goals of a small group ef men acting collestively facilitetes analysia 
enormously. In the free econcuy of the United States the tastes anid desires 
of 150 million different unpredictable people all have an influence on what 
in fact occurs. The behavior of majer seeters of the economy is graatly 
affected by the individual plans of countless consumers, each with a 
different and somewhat unpredictable quantitative weight. In the USSR there 
ia one Bet of plans whish dominates all ethers. Thus it ia only by in- 
advertence that anything can occur which, from the point of view of the 
master plan, is irrelevant o” unimportant. This makes the seoond job of ‘ 
economic intelligence deseribed above —— namely, the elucidation of the goals 
and objectives which those in control of resources wish them to serve «« 4 
great deal.casier. Almost anything that happens can give us some clue. 


2. A related point, true to some extent of avery economy but 
especially true of the Soviet, is that everything depends on everything 
else. The interconnectedness of the economy and its subservience to the 
master plan mean that there are many different ways in which an economic 
fact can be ascertained. Steel production can be estimated directly fron 
evidence as to the location and capacity of steol mills or indirectly fron 
evidence of the manpnwer employed and of the iron ore or coal or alloy metals 
or other inputs available, frem the total output of all the products made 
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with steel, or from the capacities of transportation facilities serving 
the steel intustry. The lack of direct evidence on some of the things 
that we most want to know, as revenled in the regults of cur inventory 
of ignorance, emphasizes the very great importance of giving priority 
to the interrelations of the parts of the econuny. Thus the third tesk 
of economic intelligence, to explain all the couplex ways in which 
vesources are in fact allocated to various uses, is peculiarly easentlal 
to building a consistent picture of the Soviet Sconcny. 


3. A third fact that shapes our methods is that teohnolegy and 
the lawa of nature are no respecters of dron curtains. The Soviets do 
many things differently fran the way in which we de them, but in many 
other things they have no choice but to follow the only industriel 
technique that exieta. Thus the electrolytic process which produces sodium 
hydroxide and chlorine inevitably produces them in the same ratio in the 
USSR as in the United States. Ve can learn many of the technical Limitas 
tions on what they are able to do from a study of US industriel practicos. 
But this must be done with care, eince we know that in some cases the 
Soviets appear to be incapable of applying our techniques even where they 
know about them, whereas in other cases they have devised superior methods. 
Neverthelesa, with appropriate caution, useful. firet approximations can be 
reached by the comparative method. 


One implication of this for research plans 1s that there mst 
be present in our work a much heavier dose of technienl and engineering 
thinking then is customary in econemic studies. 


& A characteristic which has advantages ami disadvantages is that 
prices, markets, and money flewn, the ateck in trade of mush economic 
analysis, have limited meaning in the USSR, We are spared the uncertainties 
of the capitalist business eycle, and monetaxy dislecations ara of Little 
Significance. On the other hand, we are largely denied the benefits of 
money as & common measure of otherwise incomenuureble activities. Most of 
our thinking must be not in terns of rubles but of tons and bushels and 
baler, of numbers of machines of innumerable different kinds, of caremiles, 
kilowatts per hour, and the like. To add all these things up to an index 
of capabilities, we mist concoct our om eommon neanuring rod, a task of 
no smell complexity. 


52 On the negative side is the obvious fast thet information 
currently coming out of the Soviet Blee is very limited indeed. This doer 
not mean, howsver, as is sometimes concluded, that our knowledge 18 
inevitably correspondingly limited. Radical economia changes do not cecux 
overnight even in the USSR, and information on earlier porioda ia a good. 
deal. more abundant. Pleeing this together with what we are gething NOW 
exsreising aome ingenuity in making inferences from the know about the 
unknown (through the interrelations of the eeonowy), and directing the 
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¢ollaction of crucial missing pieces of information through the channels 
available to us, it is pessible to put together a surprisingly reliable 
picture. Whet the scarcity of current information meana is not that 

we are condemned to ignorance shout the Soviet sconomy bub rather that 
to find ont what we ased to know takes = great many move hotrs of pain« 
ateking research, of imagivative interpretation, and of Ntting and 
adjusting than would be necessary in the study of am open econony. The 
documentation of this coxelusion is to be found in the estimates of 
research time required which wera compiled by the various divisions - 
during the course of the inventory. 


& A final charecteristic of the Soviet problem is that because 
of the casts and difficulties of collecting information, much mora tine 
and thought mst be devoted to determining whet pleces of eaiditional 
information would be most revealing if we could secures them. This 
point should not be overemphasized, Ae the inventory discloses, the 
Ainfornation required to give the answers that ve need about a good many 
subjecta 1s believed to be lergely available in Washington. In those 
cases, what is nooded is principally much more intensive mining of a 
rather lowegrade ore. In other casea, however, field collection appears 
to be the only way of filling In certain critical gaps. In studying 
au open econeny ono would normelly ask for meeh more information than 
one expected te use and then sort out the useful parts when 44 came. 
When the cost of information in money and lives is high, hewayer, much 
more careful consideration must be given te which pieces of information 
are the vital ones. One of the urinelpsl responsibilities of ORR is to 
give thie kind of guidance to the information ssliesting agencies. 


The considerations set forth in this intreduction do not determina 
the details of cur recoavch program or of our method of tackling it, bet they 
do provide « framework of ideas within which the rasearch program may be 
carried forward, Tho next task is to gpeil ont methed and content somewhat 
wore precisely. 


Ti. General Methods «- How Shell We Go about It? 


A. The diene of he clemoroug custoner vorm: MB WAS BEAST « 


The contral question of how we should allocate our time has already 
been referred to. The probleme to whose solution we are asked to contribute 
aro very urgent. Events will not wait for the orderly, patient, exhaustive 
reacarch vhbich alone can give satisfactory anawera to these problems. If 
we were te devote ourselves exclusively to omessing all the facts we need, 
we would have te tell harried policy-makers that wa vould be glad to advise 
them —- beginning in abuwt 2 years, We neither shovld nor can tay in an 
ivory tower that long. fwen if i+ were possible to devote cursdives 
exclusively to exhaustive and encyelopedic atudies for the next 24 nonths,. 
it is highly Ukely thet at the end of that period wany of the problens 
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that wo would be asked to help with would have change! so that our reavits 
would no lenger be particularly applicable. 


on the other hand, if we succumb completely to the very real pressure 
wpon us to smawor all current requests for prompt information, we will never 
have any information better than the alin fragnents taat we can now supply. 
Thus our dilemma is, in a senses, vhether to be encyclopedic and irrelevant . 
or operational and incompetent. 


Clearly the only telerable solution ia a oopromise between these 
two extremes. Woe must try te answer the most importent of the preblema put 
to us from dey to day as quickly and as ecapetently as possible. But we 
must reserve a major part of guy onergies for improving tha foundation of 
knowledge Prom which better quick answers can be given. 


The nessssity for this compromias hes tue further inmmlications. 
The first ie that 1t is possible to pursue this tuofeld cbjeative only if 
we have a certain minim of research reseurces aubstantially larger than 
that which the US Goverment has allocated to these problems in the past. 
fhig minimum we aré on the wy to assembling. . 


The other implication of our cempromiae in thall since we cannot hope 
to have enough resources fulay to exploit all the available infermation about 
the T9SRk, wa must be very sura that wo use our acarte vescarch resources to 
M11 in those areas of our ignorance which most seriously limit our estimating 
ability. We nust concentrate our Scarce wanpover on Sinding out these things 
that the U5 Gevernuent needs to kmow most. ‘The identifleation of thease 
priority aroeas ia ons of the most pusegling preblens facing intelligence. 


Bo Boudo.we determine basie research nularitien’ 


i. The mest asductive answor to thia question ia contained in what 
wo way call the "bottleneck fallacy." Since aconenle warfare, cold or hot, 
was first thought of, economists have sought for the bottlenesk, the single 
eriiical item, the key facility without whieh the eneny'a nilitery econany 
would cellapae, The histary of the search for auch bottlenecks ia a record 
of fetlure, confirming the economist's faith that, given a little time, 
resourees are highly substitutable for one another, This dees not moan that 
econcaic warfare la hound to be ineffective. On the contrary, the very fact 
that resources are interchangeable means that to deny an eneny any resourne 
is te weaken directly ov indirectly his military potential. This 12 parti- 
culariy true in an economy whieh, ike the Soviet, has for years been dirested 
toward a single set of goals. Any econenie activity recognised by the Krenlin 
ag not assential to these goals would have been abandoned leng sines. Thue 
wherever wo make an economic attack upon the USSR, 2% is likely to hurt. Eat 
it is a delusion to oxpect that 2 limited etteck upon « eal segment of the 
Soviet sconumy will eripple Soviet strangth, It is not the capacity of a 
particular facility or the availability of a partiouler commodity whieh 
ultimately limita the capabilities of the Seviets so much as their tetal 
resources end thelr ability to organise then effectively. - 
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This does not mean that all things are equeliy important. The 
selection of the more critical commodities and industries is one way of 
cutting the problem down te size, But when one hes done all the pruning 
possible, the number of critigal sectors of the econcy vroneins too great 
to tackle them all oxhaustively at once. 


: 2. A second method of determining priorities for Peveads ia to 
see vhnat basic research would be mest relevant to the problems to which we 
are being asked to give current answers now. The dangers in this problem 
approach to priorities ere cbvious. Tt leads one alwaya to concentrate 
one’s research on yesterday's rather than on tomorrow's problems. Baaie 
research, by definition, takes time. The problems uhich may be urgent 
uhon the "paste research that wo stert todey is finished cannot be cloerly 
foregeon and ara almost certain to be different from those which are 


plaguing us nowe 


Furthermore, any attempt to list even the most urgent of the 
problens facing us at the monent reveals how many there are and hey much 
of the total world economic picture is relevant to their solution. As 
part of our stuly of foreign economic intelligence for the Netionszl Sentnity 
Council, the Central Intelligence Agency attempted to outline the require 
ments for such intelligence in terms of current problems. A very incomplete 
fample yielded a list of 42 top priority problems, some of them as broad as - 
the total militery potential of the USSR.” 


Again, we cannot wholly discard this criterion, We vias cry to 
foresee tomorrow's problems and guide our research accordingiy. There are 
some aspects of the Soviet econony which wo can take the rlek of neglecting. 
But we must do a broad enough job to hedge ourselves somewhat against. the 
errors in cur own forscanting. 


30 A third possibility ie to take some aspect of the study of each 
comedity and concentrate on that aspect alone for all commodities across 
the beard. Thus one could take some section of the Cutline for a Basic 
Commodity Study used in the preparation of the inventory and fil) in that 
section for every item first, leaying other sections wmtil later. One eould 
devote the entire energies of ORR to the study of requirements, for example, 
or to techniques and methods of production, or to the organization end plang 
for each industry, or to levels of output, or to some other aspact. 


This srdnaigie of selection is almost certain to bo unsatisfactory 
by itself, since the answers to most of the questions which policy-makers Aare 
going to ask involve putting together all of the parts of a basle study to got 
at the conclusion. Thus an estimate of capabilities vaquires en ostinate of 


cn Foreiga Economic Intelligence Requirements Relating to the Haticnal 
Seouvity," Appendix B to Memorandum for the Inteliigence Advisery Committee 
from the "Director of Central Intelligence, dated 31 May 1951. 
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the balance between supplies and requirements to achieve whatever may be 
the goals and plana of the Soviet rulers, An estimate of vulnerabilities 


with which we started ow. namely, thet the encyclopedic and exhaustive 
analysis of most of the parte of the whole economy is the only way in which 
we Can arrive at sound and authoritative answers to the questions that are 
being asked. But we have already determined that we do not have the tine 
or the resources to carry through this number of systematic basic studies 
from beginning to and, Hov, then, can we resolve this puszling dilemma? 


The answer is suggested by looking at the present state of our 
knowledge. What we have just proved is that wa need to know something about 


we mst know everything about every aspect. What we already mow permits us 
to set certain outer Limits to the area of the possible. We know the Soviet 
Union is gt least capable of certain minimum actions, and we can set certain 
ceilings on what they are at est capable of. Our problem is to bring the 
"at least® and the "at most closer and closer together. This calls for a. 
research program guided by what we may call the method of suecessive 
approximations. 


2. The second step is to see how moh of the outline yon can fill. 
in and with what degree of precision. This will reveal, that our information 
about some aspeots of each of cur problems is better than our information 
about other aspeets, It may not be very good. The best information that 
We possess may have a very wide margin of error, but other parts of cur 
outline will be eti11 weaker, Our inventory was designed to bring us through 
thia second state — to tell us what we Imow and vhat we do not know abort 
each of our mejor problems with respect to the USSR. It has revealed what 
it was intended to show —— namely, that our ignorance ef certain important 
matters is much greater than our ignorance of others, 
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3. The third stage of cur Methed of’ Successive Approximations is 
to concentrate our most earnest efforte for a brief period on the importent 
parte of our problem which we know least about. Thie dees not mean that we 
veck authoritative or final answers in theses areas of ignorance but merely 
that we focus on them until our knowledge is brought up to a level equal to 
or somewhat better than our knowledge of the other parte of the picture. 


4 When we have been working Jn thia manner on weak spots for a 
period of 2 or 3 or 4 months, we must stand off and take another leck at 
where we are then in relation to the total outline, The weak spots may 
still be weaker than anything elce, or we may have gone far enough with 
them so that, although we still do not lmow much about them, they will be 
in better shape than what formerly was our best evidencs. If our second 
over-all look reveals this to be the cage, we must tackle whatever other 
sectors of our problem are now the weakest, not again with the notion that 
we are going to find out everything about them, but only that we are going 
to work on them until our ignorance of some other matter requires more 
pressing attention. In this business, knowing a little about a great many 
things is likely to be more helpful than knowing everything about a very 
few things and nothing about others. Each substantial drive to cover an 
area of ignorance must be intensive enough and substantial enough to permit 
us to make real. progress toward solutions and not merely to hold our own. 
On the other hand, it must not be pursued with auch perfectionist seal that 
we neglect other areas in which our ignorance may be only slightly less 
serious, 


_ §» In summary, the Method of Successive Approximations involves 
a repeated cycle of review and examination, planning, and several months? 
production followed by another review in the light both of progress and of 
changes in the character of tha problems to be solved. We have devoted a 
good deal of time recently to the review and planning phases and era now 
launched upon a production program. Sanetime in the fall, another cycle 
of review and reexamination of plans will be called for. 


Dd, 


In attempting to apply the Method of Successive Approximations, 
certain common problems and difficulties arise which are worth a trief coment. 


1. A particularly bothersome problen is that the things which we 
know least about, and thus the things which it is most important to study, 
are likely to be the things on which w have least information. In general, 
we imow more about rates of production of important commodities end produste 
in the Soviet Union than we do about patterns of distribution of those 
products. This is partly because mich more evidence is available on rates 
of production. The temptation is to study the material that we have and 
draw such generalizations fron it as it seems to contain. 


oe 
SECRET 


Approved For Release 2001/09/03 : CIA-RDP84-00022R000200070006-0 


Approved For Rele3#é 2001/09/03 : CIA-RDP84-00022R000200070006-0 
SECRET 


In terms of getting answers to our vital problema, however, w3 
cannot permit the available evidence to dictate the nature of our 
too completely. Several weeks spent searching for every possible way to 
button down an 4llusive fact by ingenious reasoning from other related 
facts, by working out limits on what ita megnitude could possibly be from 
what we know about other parts of the econey, or by laying on colleetion 
requirements may be worth many tdmes the same amount of time devoted to 
extracting, setting down, and presenting oll the facts that may happen to 
bea in a given bedy of documents. 


Both methods must be employed. Until we have systematically 
examined the available material, we do not know what can be got out of it, | 


But the material available was not designed to answer our questions, and 
it mot be made to be the servant of our investigation and not ita master. 


Approximations involves some waste and sone repetition, but it is better 
than being able to produce no answers until 1954. 


3o The natural instinct of the researcher who has plenty of time 
is to follow the logical process of trying to tuild up a picture of a 
whole sector of the economy by first getting an idea of each of its snaller 
somponent parts, Thus the logical way to estimate the value of resources 
uged in chemical production is to find out whet resources are used in the 
preduction of each of the many different kinds of chemicals, Again thia 
logically involves breaking each particular chemical into the quantitics 
produced in each specific plant. This suggests that the first step in 
answering the over-all question is to try to identify all the physical 
producing facilities and their capacities and rates of operation. In many 
cases, however, a first approximation to the aggregate figure ean be achieved 
by short cuts which avoid the necessity of knowing what 4n detail 4t t9 made 


up of, 


Thus one can start, for example, with total resources engaged in 
chemical production 4n the United States, or in the war economy ef Nazi 
Germany, as a proportion of total resources. One can then consider know 
respects in which the proportion in the USSR mst deviate from these exauples. 
Soap is rare in the USSR, and every household does not have ite DDT spray. 
Such estimates of the whole before you know the parts usually have wide 
margins of error, but when current problems are pressing, they are frequently 
better than nothing at all. 
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4. Finally, ¢, | 
be s tor this method to ally 
qeies not simply to ORR's schedule 3 aioe ie Rerteateran 
that 


ignorane 


learned 
tJ] 


th 
at the beginning of ths nani produ 
econend, 

resources of the aicay the cal tentine oe goal, 
those in contro]. pe the elles of th gale ado ov 
i eigea aa ae resources wish them to serve, and piedettey ra 

ours: act allocated in the service of pie piles alae 

? Be 


An attempt is made 
in this section to suggest What seem to be sone 
serious reveal. 


It should also be 
made in this sects kept in mind in what fol7 
There on apply in different owe that the general4 

are certain woalnesges that appe: ges to different branches fan 
generally prevalent in much of 
a as ; | 
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wax work, but their relative importence varies widely from branch to 
branch, 

Finally, in planing our work in such a wy as to limit the areas 
ef lgnorunce deseribed belew we must make full allowance for the raeseavch 
and production plana of other agencies, Sines whet follows has not been 
dlecussed outside the Central Intelligence Agency, cur plans will pre= 
sumably be modified somewhat as a resvlt of discussions in the Econanie 
Intelligunee Committee as to the plans for intelligence production 
throughout the Government. 


Bo Jha need for more study of gooke, plana. ani: 


fn mest sectors of the econany we appear te know a good deal more 
about the resources and facilities of the Soviet Union than we do about . 
what the Soviets are trying to do with those resources and facilities. 
Broadly speaking, we believe that they are trying te devote them to the 
inerease of their military strength, but we cannot go far beyond thia 
master guneralization into what products end uses are regarded az mest 
important, what will be given priority in the event of a shortfall, and 
why, and what goale and objectives will shane the future develepnent of 
their economic program. 


We have, of course, a seperate branch whose function it is te study 
economic organisations aml programs as such, but the effort needed in this 
field ia meh broader than a single branch can make aud much more intinately 
tied in vith the problens of each of the other branches than might at first 
appear. 


Superficially the problem of how we go about the study of goals 
and plans is 4 diffievlt one. The USSR haa publighed Syear plane in the 
past, but there ie considerable doubt as to whether it will. sontlime to 
do this Ju the futwre. In any case, these plans have sontained only the 
broadest aort of production targets, with no analysis of the reasons far 
them or of their relative priority. In thie ease, as in many others, 
however, we can learn mich more by indirection and dnference than at firat 
appears. 


dn the flrat pleee, the plana themselves have many implications 
which need further study. Goals for a series of intereunnected camodities 
such as coal, steel, raiiread equipment, ete., can be atudied to see how 
the pleces fit together and what they imply ag to the dasired pattern of 
use of resources. 

dn the second place, we ean learn a great deal about the plana and 
geela of the Soviets from the structure of the organization set up to achieve 
them. The ministries establighed, the brealsiown of fimeticns within these 
ministries, the distribution of avwthority between Moscow and regional. 
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headquarters, the kinds of people appointed to handle the various jobs 
thus defined, can all give us much information about what the USSR is 


trying to do. 


Finally, as already pointed out, we are helped in this investigation 
by the fact that everything that happens in the USSR is intended to contribute 
to the central design. The study of all kinds of events can thus give ua 
hints which can be pieced tegether into a picture of what the authorities 
are trying to do with available resourses. Information on diversions of 
material from one use to another, priorities on transportation, marked trends 
in the production of particular commodities, exhortations to werkers in 
particular areas, and literally thousands of other things of which news 
reaches us give us clues in putting tegether the pattern of Soviet economic 
plans. 


The pattern will not emerge automatically, however, from a passive 
examination of the material, Ve mst seek the answers systematically by 
initiating special projects on Soviet organization, on Soviet plans, and 
on Soviet goals as revealed in evente. This is one field in which many 
of our branches need to concentrate a larger part of their efforts for the 
time being than they have done in the past. 


C, 


A related but different weakness is the lack of adequate attention 
in the past to economic indicators of the military intentions of the USSR. 
We have been taliing above of the general economic geale of the Politburo 
and the elucidation of what the Soviets are trying to do with their total 
resources. We can look at the same problem from the other end, examine all 
of the alternative courses of military action open tc them, and then try 
to see what observable economic events would take place differently today 
if they were planning one course of action rather than another in the future. 
The evidence to be examined in answering this question will, in most casea, 
be the same evidence that we have been examining to estimate capabilities. 
What we nesd is to establish some machinery for periodically focusing car 
minds on the evidence looked at from this point of view, A eontimiing office 
project designed to do this is being planned. 


Lue need tor more study of the relations among iniuetei es 


Partly because ORR 4s or sed larg industries, dommodities 
and services, there is a teateney for us to ee too heavily on : 

techniques, facilities, ani rates of output in the separate sectors of the 

economy and te pay too little attention to the way in which they are related 
to each other. This shows up in our inventory in the great relative wealmess 
of those parts of the papers which call for information on the demands of one 
industry for the products of other industries or sectors (input requirements) 
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ani these sections devoted to the pattern of distribution of en industry" ¢ 
output among other imtustries or final conmmoers. 


This wealmesa is particulerly serious because it ia not unique te 
ORR but ies common throughout the intelligence community. Other agencies 
likewise are fosusing their attention on individual facilities and their 
productive capacity. As suggested earlier, however, the capabilities and 
especially the vulnerabilities of the Soviet economy probably depend mach 
more on the efficiency of the connections between Ste parts than on the 
resources available in any one sector. 


Like all of the fudgmenta of this section, this ia en estinate 
of relative and not of abselute woalmess. Some notion of how mith of a 
commodity is produced is clearly a prerequisite to an eatimate of where 
that production goes, though in actual analysis it is frequently possible 
to reverse the logic end estimate rates of production fron what wo know 
mast; be the distribution. Thus it may be very useful to try to estimate 
the consumption of electric power in the chemicals industry before we 
have firm evidence on either the total production of electric power, plant 
by plant, or the total production of each of the many special kinds of 
chemicela that require electric powr in their manufacture 


There are many waya of getting at an estimate of this kind indirectly. 
One can take parallel experience in a number of other countries, noting the 
correlation of thie figure with other quantities that ean be observed in the 
USSR. One may have information about the general geographic lecation of 
production and the character of the power grid serving these areas. Merging 
of error in this kind of calevlation are usually very high, but it msy be 
possible to set limits on orders of magnitude which bring our ignorance about 
these factora belew the level of our ignorance on other matters. 


There are various ways in which our efforts on iaterindustry relations 
san be intensified. In the first place, in basic studies on particuler 
industries, commodities, and services, more attention can be paid to estimating 
input requirements and the distribution of output. This, however, is not 
Likely to be enough, The evidence on these interindustry problems, from theiy 
very nature, can best be assembled by examining both ends of the interindastry 
pipes Thia means that the alumimm Sonsumption of the aircraft industry is 

a problen for both the Aireraft Branch and the Nonferrous Metals Branch. 

To insure that a spotlight is turned on sano of the more important of theac 
interindustry problems, it ia proposed that a number of joint projects be 

set up to make estimates of this kind, 


As the number of sectora of the econciy Involved in such an inter. 
industry study expands, it becomes the concern of most of ORR. Ve have 
initiated one project, the study of the pattern of utilization of energy 

: oo in the USSR, which will require contributions fron virtually every 
anch., : 
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Our inventory reveals that we are almost totally ignorant as to 
the burden placed upon the economy by specific military operations of various 
kinds. In a sense, this is a special instance of the general point just 
discussed. Military operations can be conceived of as a consuming sector 
of the economy. The relations between military consumption and the industries 
and services which supply it oan be regarded as one of the most important? 
casea of interindustry relations. Here what wo need to know goes beyond the 
actual distribution of products and services to military use at the presant 
time and encompasses a study of what that distribution wuld be under 
various alternative assumptions as to the nature of possible future military 
operations. This clearly is a kind of study in which the military intelli- 
gence services must play a major role. 


We should look to A~2, G2, and ONI for estimates of the velune of’ 
military end items required fer and consumed in probable operations of 
various kinds. The burden which these rates of consumption of men, mimi= 
tions, weapons, and supplies place upon the producing facilities tirning out, 
the final military product is a problem which the militery intelligenss 
services and ourselves will have to work out jointly, — 


As we move farther up the chain of production, going from tenks to 
parts to steel, fram planes to instruments to vacuun tubes, from bombs te 
TNT to ammonia, we move into areas where the responsibility rests squarely 
upon us. Thus in the field of interindustry relations generally, special. 
importance attaches to the relations between industries which on” 
indirectly serve a military effort. Our role in the analysis of weapons and 
ammmition should focus especially heavily on what it tekes to make these 
things and thus on the implication for the rest of the economy of whatever 
levels of military output the defense agencies estimate are needed for vurlous 
types of military operations, 


FP, 


Thies 1a discussed in detail in the reporta of the separate divisions. 
Broadly speaking, ag might be Supposed, our principal gape in ORR are in those 
areas where we have had no analysts available to work on the problem. Several 
re urgent and outstanding. For exemple, we have no satisfactory analyses 
in the Central Intelligence Agency of the general Meld of construction of 
all kinds in the USSR. This is important for many reasone. Construetion 
absorbs a very large volume of resources » Places a heavy burden on the 
transportation system, and is an important requirement for military installe= 
tions of all kinds as well as a prerequisite for industrial expansion, 
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fmother outstanding wealmess is in the communications field, The 
technical side of this problem is well=cevered by OSI and other agencies, 
but the relations between communications end all other industries are almost 
untouched. This includes an analysis of the requirenonts laid upon the 
sommunications network of the Soviet Bloc by the needs of the Bloe's eccnanis 
system, as well as of the volume and character of Soviet resources required 
‘to sustain and expand that network. 


inother broad field of serious relative weaknees is the analysis of 
the industries producing military equipment, including ships, aircraft, 
tanks, ordnance, and ammmnition. As already mentioned, seme agpsets of these 
industries are covered by the military intelligence sevvices. But the burdens 
that they place on the rest of the economy,and, on the other side, the limita» 
tions which the rest of the economy imposes on capabilities in these fielda, 
their vulnerabilities to the interruption of the supplies that they need, and 
the indications of intentions that we can derive from their peculiar require= 
ments are all matters on which we must put more exphasis. 


the possible range of technical methods that the Soviets may be using, our 
estimates will be subject to wide marging of error. 


This. information is not easy to get. We know or can learn a geod 
deal. about prewar methods, both from the literature and from the people who 
perticipated in the design of their industrial econaiy. We can, of course, 
find out what went to the USSR under Lend-Lease. For more recent information 
we must depend on the visual observations of defectors, prisoners of war, 
occasional travelers, and the likes; on items in the Soviet press, radio, ari 
technical publications; on inferences from what we can learn about inputs 
for given outputs, etc. We must have more studies on Soviet industrial 
techniques. 


H. 


In a broad sense this can be described as the need for more ettention 
to trade. We have examined in our recent work on the European Satellites vome 
of the ways in which they are dependent upon the USSR and the USSR in turn is 
dependent upon them, A mater gap revealed in this peeject, however, was the 
absence of even approximate information on the composition and volume ef 
intra=Bloe trade, Studies on China have revealed a sinilar wealness in our 
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imovledge of what China is getting from and giving to the USSR. 


Of equal Importance is the development of more information on the 
interdependence of major areas within the USSR itself, To what extent 
dees the Soviet Far East depend for its econante potential upon its 
sonevhat temous comections with the rest of the Soviet Union? How self= 
sufficient 4s the Urals industrial complex? What are the economia relationa 
between the Caucasus and other Sovict areas? Thege questions are Important 
to the analyaia of the capabilities of transport, pewer, and communication 
nets; of vulnerabilities of many kinds; and, to seme extent, of intentions. 


Almost eny investigation of a major sector of the Soviet econony 
leads one back to the problem of how to add up incommensurables. Suppose 
we can estimate the output of various kinds of machine teols. How are we 
to measure changes in the total economic effort that goes into machine teel. 
production as the composition of output changes? It is common Imowledge 
that tha prices put upon goods traded by the USSR with the Satellites are 
sharply distorted for political reasons. What then ia the over-all volume 
of trade between the USSR and Rungary in each direction? How does the 
proportion of Soviet resourcea being devoted to expansion of productive 
facilities compare with that, say, in “Vestern Europe? One is stopped on 
the problem of how to measure renoureen devoted to such expantione 


This is a problem on which a good deal of work has besn dons outside 
the Government. Perhaps mere can be put in progress by external research 
contracts, But a good deal of effort is needed to bring the results into 
such a form that they can be used to answer pressing problems now baffling 
Gavernnent analysta, 
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